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The   Legislative  Audit  Committee 
of  the  Montana   State   Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Depart- 
ment of  Military  Affairs  for  the  two  fiscal  years  ended  June  30, 
1986.  Included  in  this  report  are  recommendations  concerning 
accounting  errors  or  transactions  not  in  accordance  with  state 
accounting  policy,  completing  centralization  of  accounting  services, 
and  compliance  with  state  and  federal  laws.  The  department's 
responses  are  contained  at  the  end  cf  the  report. 

V/e  thank  the  Adjutant  General  and  his  staff  for  their  assis- 
tance and   cooperation. 

Respectfully   submitted. 


Scott  A.    Seacat 
Legislative  Auditor 


Digitized  by  the  Internet  Archive 

in  2010  with  funding  from 

IVIontana  State  Library 


http://www.archive.org/details/departmentofmili1986mont 


Office  of  the   Legislative  Auditor 

DEPARTMENT   OF   MILITARY    AFFAIRS 

Financial-Compliance  Audit  for  the 
Two   Fiscal   Years   Ended  June  30,    1986 


Audit    staff    involved    in    this    audit    include:       Laurie    Andres,    Jim 
Manning,    Bill  O'Donnell,   and   Lorry   Parriman. 


TABLE   OF  CONTENTS 

Page 

Appointed  and  Administrative  Officials  iii 

Summary  of  f-^ecommendations  iv 

Introduction  1 

Background  1 

Recognition  of  Financial   Activity  2 

Firefighting    Funds  4 

Balancing   Revenues  and   Expenditures  4 

Counties  5 

Construction   Work-in-Progress  6 

Other  Advances  7 

Revenue   Recognition  8 

Centralized   Services  9 

Duplicate   Records  10 

Compliance  11 

Expenditure  Transfers  11 

Cash   Collections  12 

Subrecipient  Audit   Reports  13 

Prior  Audit   Recommendations  13 

Auditor's  Opinion    Letter  and 
Agency   Financial    Schedules 

Summary  of  Audit  Opinion 

Auditor's  Opinion    Letter  m 

Schedule  of  Changes   in    Fund   Balances 

for  the  Two  Fiscal   Years   Ended  June  30, 

1986  17 


TABLE   OF  CONTENTS    (Continued) 

Page 

Schedule  of  Budgeted    Revenue  -   Estimate 

and  Actual   for   the  Two   Fiscal   Years 

Ended  June  30,    1986  18 

Scliedule  of  Budgeted    Progran;   Expenditures 

By  Object  and   Fund   for   the   Fiscnl   Year 

Ended  June  30,    1986  19 

Schedule  of  Budgeted    Program  Expenditures 

and   Transfers   Out   By  Object  and   Fund 

for   the   Fiscal   Year  Ended  June   30,    1985  20 

Notes  to  the  Financial  Schedules  21 

Agency   Response  24 


APPOINTED   AND   ADMINISTRATIVE   OFFICIALS 


James  W.    Duffy 
Kenneth   E.    Cottrill 

George  DeWolf 
Rich   Brown 


ADMINISTRATIVE  OFFICIALS 

Adjutatit  General 

Administrator 
Centralized  Services 
Army   National   Guard 

Administrator 

Disaster  and   Emergency  Services   Division 

Administrator 

Veterans'   Affairs   Division 


BOARD   OF  VETERANS'   AFFAIRS 


Neil   Shepard 
John   Gallagher 
Jack  McGlynn 
Bob   Durkee 
Bernadette  Opp 


Chairman 
Vice  Chairman 
Secretary 

Member 
Member 


Term   Expires 

6/30/89 
6/30/90 
6/30/87 
6/30/91 
6/30/88 


SUMMARY   OF    RECO^ylMENDAT  IONS 

This  listing  serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  ynd  the  audited  agency's  reply.  Major 
recommendations  relate  to  errors  in  the  accounting  records,  cen- 
tralizing accounting  services,  and  compliance  with  state  and  federal 
laws. 


Recommendation   #1 

The  department  provide  personnel  addi- 
tional training   in   state  accounting 
policy  and   review  of  these  policies. 

Agency   Response:      Concur.      See  page  24. 

Recommendation   #2 

The  department  record  all  revenue  and 
expenditure  activity  in  accordance  with 
state  accounting   policy. 

Agency   Response:      Concur.      See  page  24. 

Recommendation   #3 

The  department  ensure  Construction  Work- 
in-Progress  and  construction  advances 
are  recorded   in  accordance  with   state 
accounting   policy. 

Agency   Response:      Concur.      See  page  24. 

Recommendation  #4 

The  department   record  advances  of  dis- 
aster relief  funds   in  accordance  with 
state  accounting   policy. 

Agency    Response:      Concur.      See   page  24. 

Recommendation   #5 

The  department  perform  a  timely   review 
of  SBAS   reports  to  ensure  that  financial 
activity   is   recorded   in  the  proper  ac- 
counting  period. 

Agency    Response:      Concur.      See  page   25. 
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SUMMARY   OF   RECOMMENDATIONS    (Continued) 

Page 
Recomriiendation  #6 

The  department: 

A.  Request  that  the  Adjutant  General 
be  designated  as  the  state  director 
for  management  oversight  of  Federal 

Emergency  Management  Agency   funding.  10 

Agency   Response:      Vi/ill   study.      See  page  25. 

B,  Complete  the  centralization  of 

accounting   services.  10 

Agency    Response:      Conditionally   concur.      See  page  25. 

Recommendation   #7 

The  department  eliminate  duplication  of 

accounting    records.  1' 

Agency   Response:      Concur.      See  page  25. 

Recommendation  #8 

The  department  spend  appropriations  in 

accordance  with  the  authority  established 

by  the  legislature.  12 

Agency   Response:      Concur.      See  page  25. 

Recommendation   #9 

The  department  establish  cash  collection 

control   procedures  in  accordance  with 

State  policy.  '■^ 

Agency   Response:      Concur.      See  page  25. 
Recommendation   #10 


The  department  establish  a  system  to 
obtain  and  act  upon   subrecipient  audit 
reports  as   required   by  0MB   Circular  A-12! 

Agency   Response:      Concur.      See  page  25. 
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INTRODUCTION 

VVg  pertornoc)  a  finaMci.il-cotnpliance  audit  of  the  Department 
of  Military  Affairs  for  tlie  two  fiscal  years  ended  June  30,  1986. 
The  objectiveb  of   the  audit  were  to: 

1  .  determine  if  the  department's  financial  schedules  present 
fairly  the  results  of  operations  for  the  two  fiscal  years 
ended  June  30,    1986; 

2.  determine  if  the  department  complied  witFi  applicable  laws 
and   regulations;   and 

3.  review  the  management  information  system  and  make 
recommendations  for  improvements  in  the  management  and 
internal  controls  of  the  department. 

This  report  contains  ten  recommendations  to  the  department. 
These  recommendations  address  areas  where  management,  internal 
control,  financial  reporting,  and  compliance  v;ith  laws  and  regu- 
lations can  be  improved.  Other  areas  of  concern  deemed  not  to 
have  a  significant  effect  on  the  successful  opei  dtions  of  the  De- 
partment of  Military  Affairs  are  not  specifically  included  in  the 
report,   but   have  been  discussed   with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant,  of  implementing  the  recommenda- 
tions. 

BACKGROUND 

The  department  v.-as  created  under  tfie  Executive  Reorganiza- 
tion Act  of  1971.  The  department  consists  of  four  divisions: 
1)  Centralized  Services,  2)  Montana  National  Guard,  3)  Disaster 
and   Emergency   Services    (DES),    and   n]    Veteratis'   Affairs    (VA). 

Centralized  Services  provides  assistance  and  support  for 
accounting,  budgeting,  record  keeping,  requisitioning,  and  other 
services  to  the  rest  of  the  department.  Centralized  Services  has 
five  full-time  equivalents    (FTEs). 

The  Montana  National  Guard  Division,  hereafter  referred  to  as 
Adjutant     General     (A.G.j,     employs    approximately     50   FTEs.       The 


division    provides    trained   and   equipped   military   organizations,    both 
Air  and   Arny,    in   the  event  of  ?   state  or   national   emergency. 

Disaster  and  Emergency  Services  (DES)  is  responsible  for  the 
preparation,  implementation,  and  maintenance  of  plans  and  pro- 
grams for  the  state's  emergency  operations  in  the  event  of  a 
disaster.  The  DES  Coordination  program  ensures  proper  distribu- 
tion of  all  federal  disaster  relief  funds  to  public  entities  as  au- 
thorized by  presidential  disaster  declarations.  This  division 
employs  approximately  22   FTEs. 

The  Division  of  Veterans'  Affairs  is  responsible  for  assisting 
Montana's  veterans  and  dependents  in  obtaining  benefits.  Veterans' 
Affairs  also  provides  information  on  benefits,  guidance  on  complet- 
ing Veterans'  Administration  forms,  and  referral  to  other  agencies. 
There  are  approximately  18  FTEs  in  this  division.  The  division 
became  part  of  the  Department  of  Military  Affairs  July   1,    1983. 

RECOGNITION   OF   FINArJCIAL  ACTIVITY 

State  policy  defines  when  the  department  should  record 
expenditures  and  revenues.  Expenditures  are  recognized  in  the 
year  materials  or  services  are  received.  Revenues  are  accounted 
for  when  the  amount  is  knovs'n  or  reasonably  estimated,  and  can  be 
collected  timely  enough  to  pay  existing   liabilities. 

The  following  sections  discuss  instances  where  the  department 
is  not  correctly  recording  revenues  and  expenditures  in  accordance 
with  state  accounting  policy.  Several  of  these  instances  are  the 
result  o1  the  department  using  the  "cash  basis"  of  accounting  to 
record  certain  activity.  Under  the  "cash  basis"  of  accounting, 
revenue  and  expenditures  are  recorded  when  cash  is  received  and 
disbursed,  respectively.  The  "cash  basis"  is  contrary  to  state 
accounting  policy.  in  addition,  these  errors  result  in  unreliable 
finaricial  or  inadequate  martagement  information  on  which  to  base 
decisions  concerning   department  operations. 

The  following  table  summarizes  the  dollar  misstatemerits  re- 
sulting    from     the     accounting     errors     discussed     itt     the     following 


(464,882) 

4 

21,493 

4 

(464,882) 

4 

21,493 

4 

report   sections.      A   majority   of  tfiese  misstatements  affect  our  audit 
opinion    on    the    financial    schedules    as    described    on    pages   1«    and 

15. 

Over(Under)         Page 
Statement       Reference 

FISCAL  YEAR  1984-85 

Special  Revenue  Fund 
Revenue 
Revenue 
Transfers  Out 
Expenditures 

FISCAL  YFAR  1985-86 

General  Fund 

Construction  Advances 
Other  Advances 
Expenditures 
Expenditures 

Special  Revenue  Fund 
Revenue 
Revenue 
Revenue 

Prior  Year  Revenue  Adjustment 
Expenditures 
Expenditures 
Prior  Year  Expenditure  Adjustment 


The  level  and  type  of  errors  noted  in  the  table  above  indicate 
that  additional  training  in  and  review  of  state  accounting  policy 
may  be  necessary  to  help  eliminate  similar  accounting  errors  in  the 
future. 

RECOMMENDATION    #1 

WE  RECOMMEND  THE  DEPARTMENT  PROVIDE  PERSONNEL 
ADDITIONAL  TRAINING  IN  STATE  ACCOUNTING  POLICY 
AND    REVIEW  OF  THESE   POLICIES. 


(22,840) 

6 

(26,000) 

7 

22,840 

6 

26,000 

7 

155,000 

6 

(89,019) 

8 

(109,524) 

5 

19,466 

7 

155,000 

6 

(109,524) 

5 

19,466 

/ 

Firefighting   Funds 

The  department  received  federal  funds  to  reimburse  the 
Department  of  State  Lands  for  costs  incurred  in  fighting  forest 
fires  during  the  summer  of  TJSU.  As  of  June  30,  1985,  approxi- 
mately 90  percent  of  the  total  allocation  had  been  received  from  the 
federal  government.  The  remaining  10  percent  of  cash  was  re- 
tained by  the  federal  government  until  an  audit  of  the  fire  expen- 
ditures was  completed  to  ensure  that  the  moneys  advanced  do  not 
exceed   the  amount  allowable. 

As  of  jLine  30,  1985,  the  department  had  recorded  only  the 
transfers  to  the  Department  of  State  Lands  and  revenue  equal  to 
the  federal  reimbursement  received  (cash  basis).  No  transfers  or 
revenue  were  recorded  for  the  remaining  10  percent  because  the 
federal   reimbursement  had  not  been   received. 

Since  the  costs  had  been  incurred,  the  department  should 
have  recorded  a  liability  and  transfer  to  State  Lands  by  June  30, 
1985.  Also,  the  remaining  federal  reimbursement  revenue  should 
have  been  recognized.  Tiie  audit  was  on-going  at  year-end  and 
the  report  released  by  August  1985.  Therefore  revenue  was  both 
measurable  and  available  to  finance  expenditures  for  the  fiscal 
period. 

This  error  resulted  in  revenues  and  transfers  out  being 
understated  by  $iJ64,882  in  fiscal  year  1984-85  in  the  Special 
Revenue   Fund. 

BalancitTg    Revenues  and   Expenditures 

For  federal  reimbursement  grants,  the  expenditure  is  recorded 
when  the  department  incurs  the  cost.  The  department  then  re- 
quests reimbursement  from  the  federal  government  to  cover  the 
federal  share  of  expenses  and  records  revenue.  When  this  is  done 
correctly,  in  accordance  with  state  accounting  policy,  total  reve- 
nues equal   total   expenditures. 

At  fis.cal  year-end  1984-85,  the  department  recorded  revenue 
due  froin  the  federal  government  based  on  an  estimate  of  expendi- 
tures   through    June  30.       This    estimate     was     greater    than     actual 


expenditures    incurred    by    fiscal    year-end.      As    a    result,    recorded 
revenue  was  greater   than   expenditures. 

To  make  revenues  equal  expenditures,  the  department  incor- 
rectly recorded  a  payable  and  an  expenditure.  The  department 
should  have  reduced  the  revenue  and  receivable  due  from  the 
federal  government.  This  error  caused  revenues  and  expenditures 
to  be  overstated  by  $21,493  for  fiscal  year  198i|-85  in  the  Special 
Revenue   Fund. 

Counties 

Montana  counties  participate  in  the  federal  Emergency  Operat- 
ing Center  and  Emergency  Management  Assistance  programs. 
Counties  pay  all  invoices  and  submit  documentation  of  payment  to 
the  department  which  completes  a  letter-of-credit  drawdown  of  the 
federal   funds  and   reimburses  the  counties. 

When  a  county  expenditure  is  incurred,  the  department  has  a 
valid  obligation  to  reimburse  the  county.  Also,  the  federal  funds 
required  to  reimburse  the  county  are  measurable  and  available. 
Therefore,  the  department  should  record  and  accrue  the  revenue 
and  expenditure  activity  in  the  accounting  period  in  which  it 
occurs  as  required  by  state  accounting  policy.  Instead,  the 
department  records  revenues  and  expenditures  when  reimburse- 
ments are  made  to  the  counties.  The  procedure  represents  a 
"cash  basis"  of  accounting.  As  a  result.  May  and  Jui;e  activity  is 
recorded  in  August  of  the  following  fiscal  year.  Due  to  the  vol- 
ume of  transactions  involved,  it  was  not  practical  to  determine  the 
total  dollar  misstatement  resulting  from  the  incorrect  procedure. 
However,  our  audit  work  determined  the  misstatement  in  the  Spe- 
cial Revenue  Fund  to  be  at  least  $109, 52^}  during  fiscal  year 
1985-86.  This  misstatement  affects  program  expenditures  reported 
on  the  department's  financial  schedules.  However  total  revenue  is 
not  materially  misstated  because  of  additional  offsetting  errors 
discussed   in   the  following   report  section. 


RECOMMENDATION    #2 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  ALL  REVENUE 
AND  EXPENDITURE  ACTIVITY  IN  ACCORDANCE  WITH  STATE 
ACCOUNTING   POLICY. 


Construction   Work-in-Progress 

The  department's  procedure  for  recording  Construction  Work- 
in-Progress  is  not  in  compliance  with  state  accounting  policy. 
This   problem  was   noted   in  each  of  our  previous  two  audits. 

The  department  records  as  expenditures  the  total  amount  of 
funds  transferred  to  the  Department  of  Administration,  Architec- 
ture and  Engineering  (A&E)  Division,  for  construction  projects, 
whether  or  not  the  funds  have  been  used  on  the  project.  Accord- 
ing to  state  accounting  policy,  funds  transferred  to  A&E  should  be 
recorded  as  construction  advances.  At  fiscal  year-end,  the  de- 
partment is  required  to  record  project  expenditures  based  upon 
project  status  reports  received  from  A&E  and  reduce  the  construc- 
tion advance  accordingly.  In  addition,  the  amount  expended  on 
the  construction  project  should  be  capitalized  as  Construction 
Work-in- Progress. 

In  fiscal  year  1985-86,  $25,000  was  transferred  to  A&E  to 
establish  a  state  veterans'  cemetery  near  Fort  Harrison.  At  fiscal 
year-end,  only  $2,160  had  been  expended  on  the  project.  Since 
the  department  did  not  record  the  transfer  of  funds  to  A&E  as  a 
construction  advance,  fiscal  year  1985-86  expenditures  in  the 
General  Fund  are  overstated  by  $22,840.  Also,  Construction 
Work-in-Progress  was  not  recorded  in  the  General  Fixed  Assets 
Account  Croup   for  actual   amounts   spent   by  A&E. 

House  Bill  21,  enacted  by  the  June  1986  Special  Session  of 
the  Legislature,  granted  Military  Affairs  an  appropriation  in  the 
Federal  Special  Revenue  Fund  which  included  $155,000  for  design 
fees  for  armories  at  Livingston  and  Libby.  The  department  ac- 
crued both  revenue  and  expenditures  equal  to  the  appropriation 
amourit  at  fiscal  year-end  1985-86.  However,  no  construction  costs 
were    incurred    on    the    projects    prior    to    fiscal    year-end.       Under 


state  accounting  policy,  project  status  reports  aro.  prepared  by  the 
Department  of  Administration,  A&E  Division,  at  year-end  to  en^ibie 
the  department  to  properly  record  construction  activity.  The 
department  did  not  use  the  project  status  reports  wlien  recording 
revenue  and  expenditures.  As  a  result,  revenue  and  expenditures 
for  fiscal  year  1985-86  are  overstated  by  $155,000  in  the  Special 
Revenue   Fund. 

RECOMMENDATION   #3 

V;E    RECOMMEND    THE    DEPARTMENT    ENSURE    CONSTRUCTION 

WORK     IN     PROGRESS    AND    CONSTRUCTION    ADVANCES    ARE 

RECORDED      IN      ACCORDANCE      WITH      STATE     ACCOUNTING 

POLICY. 


Other  Advances 

The  DES  Coordination  program  is  responsible  for  the  proper 
distribution  of  all  federal  disaster  relief  funds  to  public  entities  as 
authorized  by  presidential  disaster  declarations.  The  funds  are 
distributed  in  advance  of  actual  expenditures.  Vi/e  noted  the 
department  accounts   for  this  activity  on   the   "cash   basis". 

The  department  records  revenue  when  the  funds  are  received 
from  the  Federal  Emergency  Management  Agency  (FEMA)  anci 
expenditures  when  the  funds  are  distributed  to  the  public  entities. 
Unexpended  disaster  relief  funds  actually  represent  a  receivable 
from  the  public  entities  and  a  payable  to  FEMA.  Accordingly,  the 
department  should  record  the  distribution  of  federal  disaster  relief 
funds  as  an  advance  and  the  receipt  of  federal  disaster  relief 
funds  as  a  liability  -  Accountability  for  Advances.  Expenditures 
and  revenue  should  be  recorded  in  the  period  in  which  the  funds 
are  expended  toward  disaster  relief,  with  a  corresponding  reduc- 
tion of  the  advance  and  liability.  Using  this  procedure  will  prop- 
erly reflect  expenditure  and  revenue  activity  and  also  increase 
management's  control  over  the  status  of  disaster  relief  moneys. 


In  the  same  manner,  the  department  should  record  the  dis- 
tribution of  all  state  disaster  relief  funds  to  public  entities  by 
recording  an  advance.  The  advance  amount  is  reduced  as  expen- 
ditures are  incurred  and  recorded.  The  incorrect  accounting 
procedures  caused  General  Fund  expenditures  to  be  overstated  in 
fiscal  year  1985-86  by  $26,000.  In  addition,  prior  year  expendi- 
ture and  revenue  adjustments  are  overstated  in  the  Special  Reve- 
nue  Fund   in   fiscal   year   1985-86   by   $19,466. 

RECOMMENDATION   #H 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  ADVANCES  OF 
DISASTER  RELIEF  FUNDS  IN  ACCORDANCE  Vi/ITH  STATE 
ACCOUNTING   POLICY. 


Revenue   Recognition 

The  department  receives  federal  funds  monthly  based  on 
contractual  agreements  with  the  federal  government.  We  noted 
three  instances  in  which  May  1986  contract  revenue  was  received 
during  fiscal  year-end  1985-86  but  inadvertently  recorded  as  fiscal 
year  1986-87  activity.  The  department  failed  to  mark  the  three 
documents  as  fiscal  year  1985-86  activity.  The  errors  caused 
fiscal  year  1985-86  revenue  to  be  understated  by  $89,019.  The 
department  detected  the  errors  in  August  1986,  after  the  deadline 
to  correct  financial  activity  on  the  fiscal  year  1985-86  accounting 
records.  A  more  timely  comparison  of  accounting  records  to 
document  logs  would  have  detected  the  errors  prior  to  fiscal  year 
closing. 

RECOMMENDATION   #5 

WE     RECOMMEND     THE     DEPARTMENT     PERFORM     A      TIMELY 

REVIEW    OF    SBAS     REPORTS    TO    ENSURE    THAT    FINANCIAL 

ACTIVITY      IS     RECORDED      IN      THE      PROPER     ACCOUNTING 

PERIOD. 


CENTRALIZED   SERVICES 

in  response  to  our  previous  audit,  the  department  proposed 
combining  its  three  divisions'  accounting  operations  by  creating  a 
Centralized  Services  Function.  The  status  of  centralization  efforts 
is  discussed   in  the  following   paragraphs. 

Prior  to  July  1,  1983,  the  department  had  two  separate  divi- 
sions. Disaster  and  Emergency  Services  (DES)  and  Adjutant  Gen- 
eral (AG).  Each  division  had  its  own  fiscal  officers.  Financial 
records  were  recorded  and   stored  at  each  division. 

Effective  July  1,  1983,  a  Centralized  Services  (CS)  function 
was  created  to  handle  AG  affairs.  CS  also  aided  Veterans'  Affairs 
(VA),  which  was  transferred  from  the  Department  of  Social  and 
Rehabilitation  Services.  In  May  1984,  the  department  hired  a 
management  consultant.  The  consultant  suggested  the  centraliza- 
tion of  accounting  functions,  which  was  approved  in  the  1985 
Legislative  Session. 

This  reorganization  plan  has  been  partially  implemented. 
Effective  July  1,  1985,  Centralized  Services  handles  all  accounting 
except  payroll  for  AG  and  VA.  The  final  payroll  summary  is 
approved  by  the  CS  administrator.  Also,  the  state  accounting 
records  were  consolidated  into  one  agency  number  instead  of 
three. 

However,  we  noted  that  CS  and  DES  accounting  functions 
remain   substantially  decentralized.      Specific  examples  include: 

Payroll  -  The  payroll  technician  and  DES  accountant  time 
cards  are  signed  by  DES  officials  rather  than  the  CS  adminis- 
trator. 

Documents  -  The  CS  administrator  reviews  and  approves 
Adjutant  General  and  Veterans'  Affairs  documents.  DES 
officials  review  and  approve  their  own  documents.  Also,  DES 
and  CS  have  separate  document  numbering  systems.  For 
example,  collection  reports  start  at  one  for  CS  and  two  hun- 
dred  for   DES. 

Currently  the  DES  administrator  is  the  state  director  who  is 
responsible    for    the    funds    received    from    the    Federal    Emergency 


Management  Agency  (FEMA).  As  state  director,  he  assumes  all 
management  oversight  at  the  state  level  toward  all  funds  passed  to 
the  state.  In  order  to  prevent  any  potential  loss  of  these  FEMA 
funds  through  centralization,  the  department  should  request  that 
the  Adjutant  General  be  designated  the  state  director.  This  would 
ensure  that  any  personnel  within  the  department  would  still  be 
eligible  for  federal  matching  funds  since  they  would  all  be  under 
his  management  oversight. 

Decentralization  causes  inefficiencies  in  the  department's 
management  control  system.  In  addition,  the  CS  function  is  not 
operating  as  management  intends.  The  CS  administrator  cannot  be 
responsible  or  accountable  for  the  payroll  technician  and  DES 
accountant  when  these  individuals  are  directly  supervised  by  DES 
administrative  staff.  Also,  the  lack  of  coordination  and  commu- 
nication between  CS  and  DES  results  in  a  variety  of  accounting 
errors  in  each  division.  Examples  noted  in  our  audit  are  dis- 
cussed on   pages  2   through   8. 

The  department's  continued  efforts  to  centralize  accounting 
functions  should  lead  to  stronger  management  control,  decreased 
likelihood  of  undetected  errors  or  irregularities  in  the  department 
accounting  records,  and  more  consistent,  useful  management  infor- 
mation. 

RECOMMENDATION    #6 

WE   RECOMMEND   THE   DEPARTMENT: 

A.  REQUEST  THAT  THE  ADJUTANT  GENERAL  BE  DESIG- 
NATED AS  THE  STATE  DIRECTOR  FOR  MANAGEMENT 
OVERSIGHT  OF  FEDERAL  EMERGENCY  MANAGEMENT 
AGENCY   FUNDING. 

B.  COMPLETE  THE  CENTRALIZATION  OF  ACCOUNTING 
SERVICES. 


DUPLICATE    RECORDS 

During      our     audit      period,      the     DES      federal     activity      was 
recorded     on     the     Statewide     Budgeting     and     Accounting     System 
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(SBAS)  and  duplicated  on  manual  records.  Agency  personnel 
stated  it  is  necessary  to  have  this  manual  subsystem  so  the  agency 
can  easily  access  and  gather  data  by  state,  federal,  or  calendar 
year.  The  state's  accounting  records  could  be  utilized  for  this 
purpose  by  keeping  information  by  quarter.  The  department  could 
roll  up  the  quarters  for  state,  federal,  or  calendar  year. 
Quarterly  summaries  could  be  kept  on  the  department's  subsystem, 
if  necessary.  If  the  subsystem  is  used  to  prepare  federal  reports 
the  subsystem  must  be  reconciled  to  the  state's  records.  Federal 
regulations  require  federal  reports  be  supported  by  an  entity's 
primary  accounting   system. 

RECOMMENDATION    #7 

WE    RECOMMEND   THE    DEPARTMENT    ELIMINATE   DUPLICATION 

OF  ACCOUNTING    RECORDS. 


COMPLIANCE 

The  following  sections  discuss  instances  noted  where  depart- 
ment procedures  are  not  in  compliance  with  applicable  state  or 
federal   laws. 

Expenditure  Transfers 

At  fiscal  year-end  1985-86,  the  department  improperly  trans- 
ferred $35,755  of  communication  expenditures  from  one  Special 
Revenue  Fund  appropriation  (Army  National  Guard)  to  another 
(Army   National   Guard  -   Utilities). 

House  Bill  500,  Laws  of  1985,  provided  a  separate  appro- 
priation for  Army  National  Guard  utility  expenditures  and  allowed 
any  unspent  appropriation  authority  to  be  used  for  energv  conser- 
vation  measures.      Section    17-8-103(2),    MCA,    states   that 

"A  condition  or  limitation  contained  in  an  appropriation 
act  shall  govern  the  administration  and  expenditure  of 
the  appropriation  until  the  appropriation  has  been  ex- 
pended for  the  purpose  set  forth  in  the  act  or  until 
such  condition  or  limitation  is  changed  by  a  subsequent 
appropriation  act." 
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Communication  expenditures  ciiarged  to  the  utilities  appropriation 
is  contrary  to  tfie  conditions  of  the  appropriation  act  and  increases 
the  Army  National  Guard's  spending  authority  in  the  Special  Reve- 
nue Fund.  As  a  result  of  the  expenditure  transfer,  the  depart- 
ment's accounting  records  do  not  accurately  reflect  utility  costs 
and  general  operating  costs  within  the  Army  National  Guard  pro- 
gram appropriations.  In  addition,  if  the  expenditures  had  been 
charged  to  the  proper  appropriation,  the  department  would  have 
overspent   its   line-item  appropriation    for   the  Army   National   Guard. 

The  department  should  record  expenditures  against  the  proper 
appropriation  and  ensure  appropriations  are  expended  in  compli- 
ance with   state   law. 

RECOMMENDATION    #8 

WE  RECOMMEND  THE  DEPARTMENT  SPEND  APPROPRIATIONS 
IN  ACCORDANCE  WITH  THE  AUTHORITY  ESTABLISHED  BY 
THE   LEGISLATURE. 


Cash   Collections 

State  policy  {Montana  Operations  Manual  (MOM)  section  2-1210) 
requires  agencies  to  maintain  a  daily  record  of  moneys  collected 
and  deposited,  restrictively  endorse  checks  upon  receipt,  and 
deposit  all   collections   in  a   timely  manner. 

In  our  testing,  Vv'e  noted  that  the  department  does  not  main- 
tain a  daily  record  of  moneys  collected  and  deposited.  In  addi- 
tion, we  noted  in  the  department's  files  an  undeposited  checl<  that 
was  not  restrictively  endorsed.  Agency  personnel  indicated  that 
due  to  time  constraints  a  formal  procedure  had  not  been  adopted  to 
record  all  collections  and  deposits  and  restrictively  endorse  checks 
on  a  daily  basis.  Nevertheless,  these  procedures  are  necessary  to 
ensure  adequate  internal  control  over  all   moneys  collected. 

RECOMMENDATION    #9 

WE    RECOMMEND   THE   DEPARTMENT   ESTABLISH    CASH    COLLEC- 
TION   COrJTROL    PROCEDURES    IN    ACCORDANCE    WITH    STATE 
POLICY. 
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Subrecipient  Audit   Reports 

The  Disaster  and  Emergency  Services  Division  distributes 
federal  funds  to  local  governments.  The  division  has  a  system  to 
perform  desk  reviews  on  cost  reports  and  supporting  documenta- 
tion submitted  by  the  local  governments  but  does  not  have  a 
procedure  to  obtain  and  act  on   subrecipient  audit   reports. 

The  federal  Office  of  Management  and  Budget's  (0MB)  Circu- 
lar A-128  requires  state  governments  which  receive  federal  finan- 
cial assistance  and  provide  $25,000  or  more  of  it  in  a  fiscal  year  to 
a  single  subrecipient  (which  the  department  did  during  the  audit 
period)  to  have  a  control  system  for  monitoring  subrecipients  and 
obtaining  and  acting  on  subrecipient  audit  reports.  This  control 
system  is  necessary  to  ensure  the  subrecipient  spent  federal 
assistance  funds  in  accordance  with  federal  laws  and  regulations. 
Review  of  audit  reports  could  disclose  internal  control  weaknesses, 
questioned  costs,   or  other  problems  at  the  subrecipient  level. 

RECOMMENDATION    #10 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  A  SYSTEM 
TO  OBTAIN  AND  ACT  UPON  SUBRECIPIENT  AUDIT  REPORTS 
AS    REQUIRED   BY   0MB    CIRCULAR   A-128. 


PRIOR   AUDIT    RECOMMENDATIONS 

The  prior  financial-compliance  audit  of  the  Department  of 
Military  Affairs  for  the  two  fiscal  years  ended  June  30,  1984, 
contained  seven  recommendations.  The  department  has  implemented 
five  of  those  recommendations,  partially  implemented  one,  and  has 
not   implemented  one. 

The  department  has  not  taken  adequate  corrective  action  on 
the  recommendation  from  each  of  the  two  previous  audits  concern- 
ing Construction  Work-in-Progress,  as  discussed  on  page  6  of  this 
report. 
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AUDITOR'S  OPINION    LETTER 
AND  AGENCY    FINANCIAL  SCHEDULES 


SUMMARY  OF  AUDIT  OPINION 

The  financial  schedules  are  prepared  from  the  Statewide 
Budgeting  and  Accounting  System  without  adjustments  for  errors 
noted  during  the  audit.  The  auditor's  opinion  issued  in  this 
report  is  intended  to  convey  to  the  reader  of  the  financial  sched- 
ules the  degree  of  reliance  that  can  be  placed  on  the  amounts 
presented. 

The  qualified  opinion  on  the  Schedule  of  Budgeted  Revenue  - 
Estimate  and  Actual  for  the  two  fiscal  years  ended  June  30,  1986, 
the  Schedule  of  Budgeted  Program  Expenditures  by  Object  and 
Fund  for  the  fiscal  year  ended  June  30,  1986,  and  the  Schedule  of 
Budgeted  Program  Expenditures  and  Transfers  Out  by  Object  and 
Fund  for  the  fiscal  year  ended  June  30,  1985  means  the  reader  of 
the  financial  schedules  should  be  cautious  when  using  the  financial 
information.  These  schedules  are  misstated  for  the  reasons  de- 
scribed  in   paragraphs  three  through   seven  of  the  opinion   letter. 

The  unqualified  opinion  on  the  Schedule  of  Changes  in  Fund 
Balances  for  the  two  fiscal  years  ended  June  30,  1986  means  the 
reader  of  the  financial  schedules  may  rely  on  the  fairness  of  the 
information   presented. 


SCOTTA.  SEACAT 

LEGISLATIVE  AUDITOR 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


DEPUTY  LEGISLATIVE  AUDITORS: 
JAMES  GILLETT 

FINANCIAL  COMPLIANCE  AUDITS 

JIM  PELLEGRINI 

PERFORMANCE  AUDITS 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


The   Legislative  Audit   Committee 
of  the  Montana   State   Legislature: 

We  have  examined  the  financial  schedules  of  the  Department  of 
Military  Affairs  for  each  of  the  two  fiscal  years  ended  June  30, 
1985,  and  1986,  as  shown  on  pages  17  through  23.  Our  examina- 
tion was  made  in  accordance  with  generally  accepted  auditing 
standards  and,  accordingly,  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered 
necessary   in   the  circumstances. 

As  described  in  Note  1  to  the  financial  schedules,  the  depart- 
ment's financial  schedules  are  prepared  in  accordance  with  state 
accounting  policy.  Accordingly,  the  accompanying  financial  sched- 
ules are  not  intended  to  present  financial  position  and  results  of 
operations  in  conformity  with  generally  accepted  accounting  princi- 
ples. 

In  fiscal  year  1984-85,  the  department  did  not  accrue  the 
receipt  and  transfer  of  available  federal  funds  related  to  the 
summer  198^)  forest  fires.  Since  the  costs  had  been  incurred,  all 
fire  costs  and  related  revenues  should  have  been  recorded  by 
June  30,  1985.  As  a  result.  Federal  Assistance  revenue  and 
budgeted  transfers  out  of  the  Special  Revenue  Fund  are 
understated   by   $464,882    in   fiscal   year   1984-85. 

The  department:  recorded  construction  expenditures  for  the 
state  veteran's  cemetery  program  during  fiscal  year  1985-86. 
Since  only  a  portion  of  the  expenditures  had  actually  been  in- 
curred by  the  department.  General  Fund  expenditures  are  over- 
stated  by   $22,840   in   fiscal   year   1985-86. 
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Tlio  Disaster  and  Emergency  Services  Cooroination  Program 
distributed  federal  disaster  relief  funds  to  public  entities.  The 
department  recorded  expenditures  for  the  total  amount  of  funds 
advanced  even  though  a  portion  of  the  funds  had  not  been  ex- 
pended. The  error  overstated  General  Fund  expenditures  by 
$26,000   in   fiscal   year   1985-86. 

The  department  accrued  expenditures  equal  to  the  total 
appropriation  amount  for  design  fees  for  armories  at  Livingston 
and  Libby.  Since  no  construction  costs  had  been  incurred  on  the 
projects  prior  to  fiscal  year-end,  the  Army  National  Guard  program 
expenditures  are  overstated  in  the  Special  Revenue  Fund  by 
$155,000   in   fiscal   year   1985-86. 

During  fiscal  year  1985-86,  the  department  recorded  financial 
activity  for  federal  funds  available  to  reimburse  Montana  counties 
for  expenditures  of  the  Local  Civil  Defense  Reimbursement  pro- 
gram. Instead  of  recording  expenditures  in  the  accounting  period 
to  which  tfiey  relate,  the  department  recorded  the  financial  activity 
according  to  the  cash  basis  of  accounting.  The  procedure  caused 
Special  Revenue  Fund  expenditures  to  be  understated  by  $109,524 
in   fiscal   year   1985-86. 

In  our  opinion,  except  for  the  effects  of  matters  discussed  in 
paragraphs  three  through  seven,  the  financial  schedules  listed 
below  present  fairly  the  results  of  operations  of  the  Department  of 
Military  Affairs  for  each  of  the  fiscal  years  ended  June  30,  1985 
and  1986,  in  conformity  with  the  basis  of  accounting  described  in 
Note  1  ,   applied  on  a  consistent   basis. 


Schedule  Name 


Fiscal  Year 


Schedule  of  Budgeted  Revenue 
Estimate  and  Actual 


Two  Fiscal  Years  Ended 
June  30,  1986 


Schedule  of  Budgeted  Program 
Expenditures  and  Transfers 
Out  by  Object  and  Fund 


1984-85 


Schedule  of  Budgeted  Program 
Expenditures  by  Object  and 
Fund 


1985-86 
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In  our  o()inion,  tfie  Schedule  of  Changes  in  Fund  Balances 
presents  fairly  the  results  of  operations  and  the  cliariges  in  fund 
balances  of  the  Department  of  f/iilitary  Affairs  for  the  two  fiscal 
years  ended  June  30,  1986,  in  conformity  with  tlu'  basis  of 
accounting   described   in    Note   1,    applied   on  a  consistent   basis. 

Respectfully   submitted. 


Jsmir 


3mes  Gillett,    CPA 
Deputy   Legislative  Auditor 


November  21  ,    1986 
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DEPARTMENT  OF  MILITARY  AFFAIRS 

SCHEDULE  OF  CHANGES  IN  FUND  BALANCES 

FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1986 


General  Fund 


Special 

Revenue 

Funds 


FUND  BALANCE:  July  1,  1984 

ADDITIONS 

Fiscal  Year  1984-85 

Budgeted  Revenue 

Nonbudgeted  Revenue 

Support  From  State  of  Montana 

Prior  Year  Revenue  Adjustments 
Fiscal  Year  1985-86 

Budgeted  Revenue 

Nonbudgeted  Revenue 

Support  From  State  of  Montana 

Prior  Year  Revenue  Adjustments 
Total  Additions 

REDUCTIONS 

Fiscal  Year  1984-85 

Budgeted  Expenditures  &  Transfers  Out 

Prior  Year  Expenditure  Adjustments 

Direct  Entries  to  Fund  Balance 

Cash  Transfer  Out 
Fiscal  Year  1985-86 

Budgeted  Expenditures 

Prior  Year  Expenditure  Adjustments 

Cash  Transfer  Out 

Total  Reductions 

FUND  BALANCE:  June  30,  1986 


1,938 


$   21,746  $  7,199,918 
5,879 
2,016,104 

(4,895) 

3,695,286 

(11.573) 
3,987,837   10,878,736 


15,290 
1,928,818 


2,043,687 
42 


1,952,725 
(8,617) 

3,987,837 

$     -0- 


7,155,164 
5,414 
(73) 
34,374 

3,744,107 
(45,361) 
39,770 
10,933,395 

$   (52.721) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting 
System.   Additional  information  is  provided  in  the  notes  to  the  finan- 
cial schedules  on  pages  21  through  23. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 
SCHEDULE  OF  BUDGETED  REVENUE  -  ESTIMATE  &  ACTUAL 
FOR  THE  TWO  FISCAL  YEARS  ENDED  JUNE  30,  1986 


Federal 
Reimbursements  Service  Fees  Assistance 


Total 


FISCAL  YEAR  1985-86 

GENERAL  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$   1,000 
0 

$  (1.000) 


1,000 
0 


$    (1,000) 


$  50,000   $A, 560,469   $4,610,469 
43,148   3,652,138   3,695,286 

$  (6,852)  $  (908.331)  $  (915.183) 


FISCAL  YEAR  1984-85 

GENERAL  FUND 
Estimated  Revenue 
A.ctual  Revenue 
Collections  Over 
(Under)  Estimate 

SPECIAL  REVENUE  FUND 
Estimated  Revenue 
Actual  Revenue 
Collections  Over 
(Under)  Estimate 


$  25,000 
21.746 

$  (3.254) 


$  52,500 
39,247 

$(13.253) 


$   25,000 
21,746 

$    (3.254) 


$7,606,244   $7,658,744 
7,160,671   7,199.918 

$  (445.573)  $  (458.826) 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System. 
Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  21  through  23. 
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DEPARTME>n  OF  MILITARY  AFFAIRS 
SCHEDULE  OF  BUDGEIED  PROGRAM  EXPETOITURES  BY  OBJECT  AND  FUND 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1986 


Army                    Disaster   Emergency   Local  Civil 
National    Air  National  Coordination  Management    Defense     Veterans'  Vetercins'   Disaster 
Administration  Guard  Proeram  Guard  Program   Response   Development  Reimbursement  Affairs  Cemetery   Fund 


PERSONAL  SERVICES 
Salaries 

Other  Compensation 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 

EQUIPMENT  AND  INTANGIBLE  ASSETS 
Equipment 
Total 

CAPITAL  OUTLAY 

Land  &  Interest  In  Land 

Buildings 

Total 

LOCAL  ASSISTANCE 
From  State  Sources 
Total 

GRANTS 

From  Federal  Sources 
Total 


$106,425   $   235,081 


15.495 
121.920 


55.247 


290.328 


49,245    1.075.839 


902 


902 


225 
1j5.000 
155,225 


$382,675 

95.625 
478.300 


383,843 


$308,778    $159,392 
32.280 


61.255 
370.033 


89.248 


14.948 
14,948 


191.672 


1,715 

205,749 

20 

,461 

8,302 

8,257 

1,368 

41,782 

55 

7,052 

5,002 

4,591 

234,817 

778 

22,864 

6,638 

2,298 

4,945 
19,545 

SO 

44,572 

19,791 
31 

32,905 

431,912 

322 

,974 

5,417 

118,410 

35 

,454 

4,700 

2,724 

951 

18.679 

4 

.041 

1,758 

822 

43 

,265 

3 

,421 

3 

,421 

$1.800,861 
1,800,861 


3.910 
3,910 


Total 


$328,426 

$   3,833 

$1,524,610 

400 

400 

69.888 

552 

330.342 

398,714 

4.385 

1.855.352 

12,314 

235 

257,033 

4,957 

60,216 

18,736 

288,424 

25,264 

96,950 

4,338 

23,914 
787,791 

1,491 

168,196 

314 

26.565 

67.414 

235 

1.709.089 

23jl81 


- 

23.181 

225 

$25,000 

180.000 

25,000 

- 

180.225 

125.844 

125,844 

125.844 

- 

125,844 

1 

,800,851 

1 

.800,861 

BENEFITS  &  CLAIMS 
To  Individuals 


2,280 


2,280 


Total 
TOTAL  PROGRAM  EXPENDITURES 

$i; 

$L 
V 

$_ 
$ 

71,165 

$1_ 

$ 
$_ 

$ 
$_ 

2,280 
,524,574 

$862,143 

$106,860 

105,931 

$    929 

$474^229 

$224,852 

221.348 
$   3.504 

$238, 

$277 

238 

$  38 

,358 

,154 
,358 
.796 

$1,800,861 

$2,150,000 

1.800.861 

$   349,139 

$470, 

$473, 

470, 

$   3, 

.038 

,636 
,038 
.598 

$25 

.000 

$130,464 

$204,000 

130,464 

$  73.536 

2.280 
$5,696,832 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

67,429 

63,819 

3.610 

860,077 

836,125 

23.952 

712,271 

688.449 

23.322 

$25, 
25. 
$ 

,000 

,000 

0 

$2,061,854 

1.952.725 

$   109.129 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

7,346 

7.346 

0 

$810,973 

756.212 

$  54.761 

$273,507 

252,881 

$  20j626 

$4,231,251 

3.744.107 

$   487.144 

This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System.   Additional  information  is  provided  in  the  notes  to  the  financial  schedules  on 
pages  21  through  23. 
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DEPARTMENT  OF  MILITARY  AFFAIRS 


PERSONAL  SERVICES 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Total 

OPERATING  EXPENSES 
Contracted  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


SCHEDULE  OF  BUDGETED  PROGRAM  EXPENDITURES 

AND  TRANSFERS 

OUT  BY  OBJECT 

AND 

FUND 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30, 

1985 

Army 

Air 

National 

National 

Disaster 

Emergency 

Local  Civil 

Guard 

Guard 

Coordination 

Management 

Defense 

Veterans ' 

Administration 

Program 
$   245,698 

Program 
$340,721 

Response 

Development 
$153,139 

Reimbursement 

Affairs 
$337,881 

Total 

$100,295 

$320,887 

$1,498,621 

4,136 

1,836 

91 

3,675 
1,200 

9,738 
1,200 

1A,589 

56,195 

81,867 

62,719 

31,360 

71,574 

318,304 

114,884 

306,029 

424,424 

383,606 

184,590 

414,330 

1,827,863 

10,171 

293,041 

25,715 

11,144 

9,403 

9,671 

359,145 

6,765 

27,623 

1,834 

7,046 

8,011 

6,469 

57,748 

15,597 

219,907 

5,213 

24,345 

7,284 

11,884 

284,230 

3,559 

6,655 

465 

41,803 

25,186 

28,576 

106,244 

51 

22,915 

1,980 

4,203 

29,149 

21,134 

416,038 

306,518 

743,690 

12,040 

114,890 

97,606 

4,094 

1,603 

1,302 

231,535 

1,213 

18,631 

3,829 

2,172 

829 

572 

27,246 

70,530 

1,119,700 

441,180 

90,604 

54,296 

62,677 

1,838,987 

EQUIPMENT  AND  INTANGIBLE  ASSETS 

Equipment  12, 731 

Total  12,731 


124 


124 


916 


916 


25 


25 


5,312 


5,312 


19,108 


19,108 


GRANTS 

From  Federal  Sources 
Total 

BENEFITS  6,  CLAIMS 
To  Individuals 
Total 

TRANSFERS 

Accounting  Entity  Transfers 
Total 

TOTAL  PROGRAM  EXPENDITURES 

GENERAL  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 

SPECIAL  REVENUE  FUND 
Budgeted 
Actual 
Unspent  Budget  Authority 


$198,145 


$202,867 
198,145 

$      4,722 


2,280 


2,280 


$1,428.133   $865,604    $475,126 


$1,095,266 
986,538 


501,574 
441,595 


$138,791 
137,114 


$ 108,728    $   1,677 


$730,333 
728,490 


$   59,979    $   1,843 


$245,113 

239,571 

$   5,542 


$254,405 

235,555 

$  18,850 


$238,911 


$275,297 

238,911 

$  36,386 


$1,093,116 
1,093,116 


4,417,497 
4,417,497 


$5,510,613 


$6,500,000 

5,510,613 

$   989,387 


$482,319 


$482,319 
482,319 
$  -0- 


1,093,116 
1,093,116 


2,280 
2,280 


4,417,497 
4,417,497 


$9,198,851 


$2,164,356 

2,043,687 

$   120,669 


$8,261,609 

7,155,164 

$1,106,445 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  Syst 
financial  schedules  on  pages  21  through  23, 


em. 


Additonal  information  is  provided  in  the  notes  to  the 
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DEPARTMENT   OF  MILITARY   AFFAIRS 

NOTES   TO   THE   FINANCIAL  SCHEDULES 

FOR   THE   TWO    FISCAL  YEARS   ENDING  JUNE   30.    1985   AND   1986 


1.      SUMMARY   OF  SIGNIFICANT   ACCOUNTING   POLICIES 
Basis  of  Accounting 

The  Department  of  Military  Affairs  is   required   by  state  account- 
ing  policy  to  use  the  modified  accrual   basis  of  accounting,   which   is 
described   in  the  Montana  Operations  Manual. 

Under  the  modified  accrual  basis  of  accounting,  a  valid  obli- 
gation exists  when  the  associated  liability  is  incurred  except  for 
the  following  items  which  are  also  considered  valid  obligations 
under  state  accounting   policy: 

1.  If  the  appropriation  provided  funds  to  complete  a  giveti 
project,  the  entire  amount  of  a  service  contract  may  be 
accrued  even  though  the  services  are  rendered  in  fiscal 
years  subsequent  to  the  fiscal  year  in  which  the  expen- 
diture is  accrued. 

2.  The  anticipated  cost  of  equipment  is  expensed  in  the 
fiscal   year  in  which  budgeted. 

3.  Goods  ordered,  but  not  received  as  of  the  fiscal  year- 
end,  may  be  accrued  if  the  purchase  order  was  issued  in 
the  fiscal  year  in  which  the  anticipated  expenditure  is  to 
be  accrued. 

Revenues  are  recorded  when  received  in  cash  unless  suscep- 
tible to  accrual.      Revenues  are  susceptible  to  accrual   if: 

1  .  they  are  measurable  and  available  to  finance  expendi- 
tures of  the  fiscal   period;   or 

2.  are  material  in  amount  and  are  not  received  at  the 
normal   time  of  receipt. 


Basis  of  Presentation 

The     financial     schedules     are     prepared     from     the     Statewide 
Budgeting     and     Accounting     System     (SBAS)     without     adjustments. 
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The     Adjutant     General,      Disaster     and     Emergency     Services,     and 
Veteran's    Affairs    activity    was    combined    into    one    set    of    financial 
schedules.      Accounts   are   organized   on    the    basis    of    funds    accord- 
ing  to  state   law.      The   following    fund   types  are  used   by  the  depart- 
ment: 

General  Fund  -  accounts  for  all  financial  resources  except 
those   required   to  be  accounted   for   in   other   funds. 

Special  Revenue  Fund  -  accounts  for  the  proceeds  of  specific 
revenue  sources  that  are  legally  restricted  to  expenditures 
for  specific  purposes.  Legislative  appropriation  authority  is 
required   to  spend   from   this   fund. 


2.  VACATION   AMD   SICK    LEAVE 

Employees  of  the  department  accumulate  both  vacation  and 
sick  leave.  Employees  are  paid  for  100  percent  of  unused  vacation 
and  25  percent  of  unused  sick  leave  credits  upon  termination. 
Expenditures  for  termination  pay  currently  are  absorbed  in  the 
annual  operational  costs  of  the  department.  At  June  30,  19fi6,  the 
department  had  an  estimated  liability  of  $97,55']  for  vacation  leave 
and   $66,260   for  sick   leave. 

3.  PENSION   PLAN 

Employees  are  covered  by  the  Montana  Public  Employees' 
Retirement  System  (PERS).  The  department's  contributions  to  this 
plan  were  $90,568  in  fiscal  year  1984-85  and  $93,612  in  fiscal  year 
1985-86. 

n.      GENERAL   FUND   BALANCE 

The  General  Fund  is  a  statewide  fund.  Agencies  do  not  have 
a  separate  General  Fund  since  their  only  authority  is  to  pay 
obligations  from  the  Statewide  General  Fund  as  long  as  they  stay 
witliin  their  appropriation  limits.  Thus  on  an  agency  schedule  the 
beginning   and  ending    fund   balance  will   always   be  zero. 
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5.      LITIGATION 

The  department  is  currently  involved  in  a  lawsuit  concerning 
overtime  pay  for  firefighters  employed  at  the  Air  Natiorial  Guard 
facilities  in  Great  Fails.  Department  officials  stated  this  lawsuit 
may  eventually  result  in  a  liability  to  the  department  of  an  amount 
not  to  exceed  $50,000.  A  more  precise  estimate  was  not  available 
as  of  the  auditor's  opinion  date. 
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DEPARTMENT   OF   MILITARY   AFFAIRS 


AGENCY    RESPONSE 


DEPARTMENT  OF  MILITARY  AFFAIRS 


TED  SCHWINDEN,  GOVERNOR 


P  O    BOX  4789 


STATE  OF  MONTANA' 


OFFICE  OF  THE  ADJUTANT  GENERAL 

(406)444  6910  February    27,     i987 


HELENA,  MONTANA  S9WJ4  4 7Hy 


DMA-ADM 


Mr.  Scott  A.  Seacat 

Oflice  of  the  Legislative  Auditors 

State  Capitol 

Helena,  MT   59620 


RECEIVED 

FEB  2  7  1987 

MONTANA  LfG'SLATlVE 

AIJCliC; 


Dear  Mr .  Seacat : 

I  refer  to  the  Report  of  Audit  of  the  Department  of  Military 
Affairs,  State  of  Montana  for  two  fiscal  years  enomg  3u  June  1986. 
The  audit  was  conducted  by  membe-^rs  of  the  Legislative  Auditors 
staff . 

The  following  are  the  replies  to  the  specific  recommendations  made 
as  a  result  of  the  audit: 

Recommendation  ttl 

The  department  provide  personnel  additional  training  m  state 
accounting  policy  and  review  of  these  policies. 

The  department  concurs  and  has  initiated  a  program  of  providing 
SBAS  classes  to  key  employees. 

Recommendation  tt2 

The  department  record  all  revenue  and  expenditure  activity  m 
accordance  with  statt;  accounting  policy. 

The  department  concurs  with  the  recommendation  and  has  initiated 
the  pol icy . 

Recommendation  ^3 

The  department  ensure  Construction  Work-in-Progress  and 
construction  advances  are  recorded  m  accordance;  with  state 
accounti ng  policy . 

The  department  concurs  with  the  recommendation  and  will  record  the 
accounting  at  fiscal  year  end. 


Recommendation  <t4 

The   department   record   advances   of   disaster   relief   funds   in 
accordance  with  state  accounting  policy. 

The  department   concurs  with   the  recc)mmendation  and  has  initiated 

the  procedure. 
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Recommendation  #5 

The  department  perform  a  timely  review  of  SBAS  reports  to  ensure 
that  financial  activity  is  recorded  in  the  proper  accounting 
period. 

The  department  concurs  with  the  recommendation. 

Recommendation  #6 
The  department: 

A.  Request  that  the  Adjutant  General  be  designated  as  the  state 
director  for  management  oversight  of  Federal  Emergency  Management 
Agency  funding. 

The  department  is  currently  studying  this  recommendation  to 
determine  total  impact  of  the  designation. 

B.  Complete  the  centralization  of  accounting  services. 

The  agency  will  concur  within  the  scope  of  findings  of  the  study 
of  recommendation  #6A. 

Recommendation  »7 

The  department  eliminate  duplication  of  accounting  records. 

The  department  concurs  with  the  recommendation  and  has 
discontinued  duplication. 

Recommendation  »8 

The  department  spend  appropriations  in  accordance  with  the 
authority  established  by  the  legislature. 

The  Department  concurs  with  the  recommendation. 

Recommendation  #9 

The  department  establish  cash  collection  control  procedures  in 
accordance  with  state  policy. 

The  department  concurs  with  this  recommendation  and  has 
implemented  correcting  procedures. 

Recommendation  ttlO 

The  department  establish  a  system  to  obtain  and  act  upon 
subrecipient  audit  reports  as  required  by  0MB  Circular  A-28. 

The  department  concurs  and  is  coordinating  efforts  with  the  State 
Department  of  Commerce. 
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The  ai.iJjt;  ;!tatt  iiorulucLed  tht;  audit  in  a  pi  ot  esa  loiiai  manner  and  wo 
feel  ail  comments  were  given  m  a  constructive  manner  and  with  the 
invitation  of  assisting  the  agency. 


IMP:S  W.  DUFFY 
Jajor  General,  Montan^  Army 
National  Guard 
The  Adjutant  General 


26 


